














Skills Task Force 
Research Group Paper 9:




Institute for Employment Research
University of Warwick,
Coventry CV4 7AL
Tel:  01203 523287



























The Secretary of State for Education and Employment established the Skills Task Force to assist him in developing a National Skills Agenda.  The Task Force has been asked to provide advice on the nature, extent and pattern of skill needs and shortages (together with associated recruitment difficulties), how these are likely to change in the future and what can be done to ease such problems.  The Task Force is due to present its final report in Spring 2000.

The Task Force has taken several initiatives to provide evidence which can inform its deliberations on these issues.  This has included commissioning a substantial programme of new research, holding consultation events, inviting presentations to the Task Force and setting up an academic group comprising  leading academics and researchers in the field of labour market studies.  Members of this group were commissioned to produce papers which review and evaluate the existing literature in a number of skills-related areas.  The papers were peer-reviewed by the whole group before being considered by members of the Task Force, and others, at appropriate events. 

This paper is one of the series which have been commissioned.  The Task Force welcomes the paper as a useful contribution to the evidence which it has been possible to consider and is pleased to publish it as part of its overall commitment to making evidence widely available.









1.	The Skills Task Force was established by the Secretary of State for Education and Employment to help create a National Skills Agenda by advising on the main skills gaps in the labour force and recommending how these might be addressed.  One of the ways by which the Skills Task Force is attempting to achieve its remit is to consider a range of sectors in some depth.  Banking, finance and insurance are sectors about which the Task Force would like to know more.  This paper is intended to contribute to this purpose.
2.	The main aim of this sector study is to identify the implications of recent and projected changes in employment in the banking, finance and insurance for the types and levels of skills likely to be required of the workforce in those sectors.  In particular, the study examines the implications for skills needs of the changing composition of employment across the banking and insurance industries, the impact of organisational and technological change and the consequences of changes in the legislative and regulatory framework within which financial organisations operate.  It begins by setting out in greater detail the nature of the activities that fall within the broad business services sector of which banking, finance and insurance form part and then considers current patterns of employment in the sector.  The report continues by examining some of the factors that lie behind previous employment growth and current developments in the sector with particular attention to those affecting the banking, finance and insurance industries.  Finally, the discussion moves on to consider the prospects for employment in financial services and the implications of these developments for the skills needs of the sector.
	The Business Services Sector
3.	Business services comprise the following groups of activities: banking and financial services (SIC92 Group 65), insurance (SIC92 Group 66) and other business services.  The last of these consists of a large but disparate group of activities including professional services (SIC92 Groups 67, 73, 74.1-74.4), computing services (SIC92 Group 72) and miscellaneous business services (SIC92 Group 70, 71,74.5-74.8).  Table 1 describes the main activities within each of these groups.  Whilst these activities are predominantly concerned with the supply of intermediate services to business, there is also an important retail element, especially in banking and finance, insurance and in areas of professional activity such as legal and accounting services.
4.	The total value of output in 1997 in the business sector as a whole accounted for over £100 billion or 20 per cent of total GDP (measured in 1990 prices).  The value of output in banking and finance in 1997 is estimated to have been almost £31 billion while that of insurance was a little less that £6 billion.  Banking and insurance together contribute around 7 per cent of total UK GDP.
5.	Generally, activities in business services are of high value and this is reflected in the fact that, in 1997, the sector as a whole produced around 20 per cent of UK GDP but employed only around 17 per cent of the UK workforce (4.5 million jobs).  This divergence is even more pronounced in the case of banking and insurance where 7 per cent of GDP in 1997 was produced by 3.5 per cent of the UK workforce.  Banking and finance is estimated to have provided 670 thousand jobs in 1997 while insurance employed 260 thousand.
Table 1:  Business Services: Main Activities
Broad sector	Principal activities
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6.	It is clear from Table 1 that the business services sector as a whole covers a very diverse range of activities sharing only the characteristic of being services provided to business.  Banking and finance and insurance represents the most homogeneous group of activities within business services, being concerned with serving the market for general financial services and the financial aspects of risk.  To a considerable extent, the nature of the markets served and the factors driving change in these two sectors are very similar.  Outside of these two sectors, the nature of the activities, the markets served and the factors driving change are somewhat different.  Perhaps as a consequence of these differences, the recent experience of the banking and insurance industries has been somewhat contrasting to that of other business services.  As is discussed later in this report, the early 1990s represented a watershed for both banking and insurance with a sharp break in previous trends in output, productivity and employment change while other business services have continued their apparently inexorable growth.
7.	Because of the wide variety of activities within business services as a whole and the diversity of experience, this report is primarily focused on the banking and insurance industries (referred to collectively as financial services) with references to the business service sector as a whole or to other business services being restricted to providing a context or a comparison.
	The Composition of Employment
8.	In broad aggregate terms, employment in the business services sector is concentrated in jobs that are non-manual and either intermediate and high status jobs (SOC Major Groups 1-3) or clerical and secretarial (SOC Major Group 4).  Around a quarter of all managerial (24 per cent) and over 40 per cent of other professional jobs in the UK are located in this broad sector.  The sector accounts for around 38 per cent of all clerical employment and almost half (48 per cent) of all secretarial jobs.  While this pattern is generally true of the sector as a whole, there are significant differences within the sector in the occupational structures of men and women as well as differences between activities in terms of employment status and the geographical location of activity.

		Gender and occupational structures
9.	Employment in business services as a whole is approximately equally divided between males and females but this is less true of the constituent activities within the sector.  In banking and financial services, females occupy almost 60 per cent of jobs while in insurance the proportion is lower at 49 per cent (with the proportion being 46 per cent in other business services).  As in other sectors of the labour market, males and females tend to be occupationally segregated, working in quite different types of jobs.  Figure 1 describes the occupational structures of the banking and insurance sub-sectors of business services, with the occupational distribution of employment shown separately for males and females.  Two common features are evident.  First, male employment is predominantly in high or intermediate skill occupations and, second, female employment is highly concentrated in clerical and secretarial occupations.
10.	In banking and finance, over 30 per cent of male employees are managers and administrators and a further 40 per cent work in clerical and secretarial jobs.  Female employment is almost exclusively confined to clerical and secretarial (around 85 per cent).  In the insurance industry, the largest single occupational group amongst males is that of sales jobs (around 40 per cent) with a further concentration of male employment in managerial and administrative jobs.  In contrast, almost 70 per cent of female employment is located in clerical and secretarial jobs with a further concentration of female employment in sales jobs.  Neither banking nor insurance employ large proportions of professional or associate professional workers of either sex.  At the other end of the occupational spectrum, neither the banking or insurance industry offers any significant employment opportunities for people with elementary or no skills.
Figure 1:  Occupational Structure, 1997


Source:   IER Estimates
Key to SOC Sub-major Groups
1.1  Corporate administrators	5.1  Skilled construction trades
1.2  Managers and proprietors	5.2  Skilled engineering trades
2.1  Science/Eng professionals	5.3  Other skilled trades
2.2  Health professionals	6.1  Protective service occupations
2.3  Teaching professionals	6.2  Personal service occupations
2.4  Other professionals	7.1  Buyers, brokers and sales reps
3.1  Science associate professionals	7.2  Other sales occupations
3.2  Health associate professionals	8.1  Industrial plant and machine ops
3.3  Other associate professionals	8.2  Drivers/mobile machinery ops
4.1  Clerical occupations	9.1  Other occupations in agriculture
4.2  Secretarial occupations	9.2  Other elementary occupations

Employment status
11.	Figure 2 describes the composition of employment in business services in terms of employment status.  The great majority of both males and females work as full-time employees, with part-time employment and self-employment forming only a small minority of jobs.  In banking and finance, female full-time employment accounts for a slightly larger proportion of jobs than male full-time employment (40 per cent and 36 per cent, respectively), while this is reversed in insurance (37 per cent and 43 per cent, respectively).  The proportion of female employees working full-time in other business services is, however, relatively low (26 per cent).  Within this sector, the proportion of part-time employment is relatively high: almost 24 per cent of all jobs in other business services are part-time jobs.  Males working part-time account for 6 per cent of all jobs in this sub-sector while females working part-time account for a further 18 per cent.  Self-employment of males and females amounts to around 3-4 per cent of total employment in both banking and finance and in insurance but is much less significant than in other business services where male self-employment accounts for nearly 10 per cent of all jobs.
12. 	Figure 3 confirms the relative importance of full-time employment for both males and females employed in banking and insurance.  Around 87 per cent of males and between two thirds (67 per cent) and three quarters (76 per cent) of females in these two sub-sectors have this employment status.  Again, the situation in banking and insurance is somewhat different from that in other business services where full-time employment is somewhat less important.  Amongst males employed in this sub-sector, 11 per cent work part-time (compared to 3-4 per cent in banking or in insurance) while 18 per cent are self-employed.  Amongst females, almost 38 per cent work in part-time jobs (compared to 26 per cent in banking and 15 per cent in insurance).  Female self-employment is, however, little different from the average across all three activities.
Figure 2:  Composition of Employment: Business Services, 1997

Source:   IER Estimates





Source:   IER estimates					Source:   IER estimates
13.	What is not apparent from Figure 3 is that an increasing proportion of jobs in financial services is being offered on fixed term and other forms of temporary contracts.  According to information derived from the Labour Force Survey, the proportion of temporary employment in financial services doubled between 1992 and 1996 (from 2.8 per cent to 5.9 per cent) while the proportion increased from 4.9 per cent to 8.6 per cent over the same period in computing and business services (Purcell, 1998).
		
	The location of financial and business services
14.	Financial and business services are predominantly provided by establishments located in Greater London and the Rest of the South East Region (ROSE).  Figure 4 describes the regional distribution of employment in the sector.  It is estimated that 45 per cent of banking and finance jobs in 1997 were located in London and the South East, together with 41 per cent of insurance jobs, 48 per cent of professional service jobs, 55 per cent of computing service jobs and 43 per cent of miscellaneous business service employment.  In part, this concentration simply reflects the size of the regional market, since the South East Region contains around one third of the entire UK population (McKillop and Hutchinson, 1991).  However, in addition to this is the fact that London and the South East Region is the principal location of corporate headquarters and of government and an international centre of financial services (McCrae and Cairncross, 1991).

Per cent of total employment in each industry
Source:   IER estimates
Figure 4:  The Regional Distribution of Employment in Business Services, 1997
15. 	Banking employment is highly concentrated in Greater London, reflecting the importance of The City and the world class status of London as a financial centre.  Other activities, such as insurance and computing services, are somewhat more decentralised with large numbers of jobs in the Rest of the South East rather than within London itself.  Outside the South East Region, employment in banking and insurance is distributed in a pattern that largely reflects the distribution of population (which correlates with the size of the local market for services).  There are regional concentrations of such employment in the South West, the West Midlands, Yorkshire and Humberside, the North West and Scotland, while the numbers in employment are low in East Anglia, East Midlands, the North, Wales and Northern Ireland.
16.	The dominance of London and the South East is even more pronounced in respect of employment in high status, high skill occupational groups.  The presence of corporate headquarters, together with the head offices of the banking and financial organisations themselves, has meant that high level business functions and associated senior managerial, administrative and professional jobs are concentrated in the South East region.  Within banking and finance, for instance, 60 per cent of all corporate administrators in 1997 were located in the South East.  The corresponding figure for insurance was 52 per cent.  A similar pattern of regional concentration is also observed in respect of managers (particularly if sole proprietors are excluded), professional occupations (especially the other professional sub-major group) and associate professionals.
17.	In contrast to the pattern of employment of high status occupations, the regional distribution of less skilled and lower status occupational groups is rather more uniform.  However, it remains the case that the South East, with one third of all UK population, contains more of these jobs than any other region.  For instance, the shares of Greater London and the Rest of the South East (considered separately) in the total UK employment of other sales occupations (principally cashiers and checkout operators) are similar to those in other regions.  Around 15 per cent of all other sales jobs in banking are located in Greater London and 12 per cent in ROSE and this compares with a regional share of 11 per cent in the West Midlands and Yorkshire and Humberside and 12 per cent in the North West region.  In insurance, the proportion of other sales jobs located in Greater London is just 9 per cent, although 19 per cent of insurance sales jobs are located in ROSE.  Nonetheless, these figures are close to the regional shares of other sales employment in the South West (11 per cent), the North West (15 per cent) and Scotland (10 per cent).
18.	Because of the marked occupational segregation of jobs in the financial services sector, the concentration of high status administrative, managerial and professional jobs in London and the South East has implications for the geographical distribution of male and female employment within the sector.  Because male employment in much of the sector is concentrated in SOCs 1-3, it follows that male employment is correspondingly concentrated in London and the South East.  In fact, in 1997, 51 per cent of all male employment in financial services was located in London or the Rest of the South East.  This compares to 40 per cent for females.  
	Long-term Growth and the Impact of the 1989-1992 Recession
19.	The long-term trend in both output and employment in the business services sector has been rapid growth (Toporowski, 1989).  Between 1971 and 1981, the value of gross output in the sector rose by 63 per cent in real terms.  This rapid growth accelerated into the mid-1980s (averaging 7.3 per cent per annum between 1981-1986) but slowed in the latter half of the decade as financial services led the UK economy into recession.  Nonetheless, despite the recession, the real value of output increased by 68 per cent over the period 1981-91.  The sector recovered quickly from the recession of 1989-1992 and by 1996 the real value of output had increased by 64 per cent of the 1991 level.
20.	Employment in business services increased in line with, but not in proportion to, output levels.  In 1971, around 2.1 million people were employed in business services.  This increased by 27 per cent over the next decade (with output per person increasing by 1.5 per cent per annum).  Over the following decade employment increased by a further 1.2 million jobs.  Initially, the rapid expansion of output during the early 1980s meant that productivity increased rapidly.  However, as output growth slowed during the onset of recession and employment growth continued (or in some activities failed to fall), productivity growth declined to little over 1 per cent per annum.  By 1996, although output levels were up sharply on 1991 levels, employment increased by only 9.5 per cent overall.  
21.	The reason for the relatively small overall increase in employment in the sector during the 1990s is that the impact of the recession varied between different activities within business services.  As Figure 5 illustrates the historical upward trend in employment levels is evident in all sub-sectors of business services.  However, both banking and finance and insurance experienced job losses after 1989 on an historically unprecedented scale.  Between 1991 and 1996 employment in banking fell by 26 thousand (4 per cent) while employment in insurance fell by 47 thousand (17 per cent).  These job losses were offset by growth in other business services (principally in computing services and miscellaneous business services).  Business service employment outside of banking and insurance increased by 449 thousand (15 per cent) over the period 1991-1996 despite the recession.
22.	Figure 6 describes the changes in employment is a little more detail.  There were increases in all forms of employment across all three sub-sectors during the period 1981-91 although the largest growth in numbers employed was in other business services.  The greatest increases were in the number of full-time jobs for both males and females.  In banking the number of full-time jobs increased by 40 thousand amongst males and 64 thousand amongst females.  In the insurance industry, the number of females in full-time jobs increased by almost 30 thousand but was a much more modest 9 thousand amongst male employees.  Part-time employment of females increased by over 40 thousand in the banking industry but remained virtually unchanged in the insurance sector.  



















Note:  These figures use different scales on the vertical axis and care should be taken when making comparisons between sectors.

Source:  Institute for Employment Research based on Census of Employment and Annual Employment Survey data and projections prepared using the Cambridge Econometrics multisectoral macroeconomic model.






24.	The overall impact of recent changes on the composition of employment by job status has been fairly neutral to date.  The proportion of employees who are employed on a part-time basis has increased very little over the last 15 years.  In 1986 the proportion of employees who worked part-time was 21.5.  Five years later the proportion was virtually unchanged at 21.7 per cent.  The loss of full-time jobs in banking and insurance during the recession has, however, helped to raise the share of part-time employment in financial and business services to 24 per cent by 1997.  The latter figure remains somewhat below the national average for all industries in the UK.  Although self-employment has tended to continue to increase in the sector, such growth has been relatively small with the result that the proportion of employment accounted for by self-employment actually fell between 1991 and 1996 (from 15.7 per cent to 14.5 per cent).
		Market Developments and Skills Needs
25.	Before moving on to consider future employment and matters of skills deficiencies in the banking and insurance sectors, it is essential to examine the factors which lie behind the patterns of employment change described above, and to consider any implications such developments may have for future skill requirements.
26.	Employment change in financial services can be viewed as the product of both short-term events and longer-term trends.  These are considered, in turn, below.
	Market growth
27.	The fundamental reason for the expansion of employment in financial services is the growth of the market for such services.  On the retail side, this reflects the positive income elasticity of the demand for financial and other services (Economists Advisory Group, 1984).  As households’ real incomes rise, so too does the demand for banking services, other financial services, legal services and so on.  The growth of owner occupancy, the growth in the number of motor vehicles, the expansion of consumer credit and the growth of widespread share ownership are all examples of this kind of development.  During the past two decades this income-related demand growth has been reinforced by a retreat from social welfare provision to a greater reliance on private welfare provision that was encouraged by government policy over much of the period.  Thus it has become necessary for individual households to increase spending on, for instance, private pension schemes or private medical and health insurance in order to address perceived gaps and shortfalls in state provision (Carter, 1992).
28.	A second factor promoting the growth of services to business is simply the expansion of economic activity across the whole UK economy.  This has generated a growth in demand for intermediate business services.  Economic activity has become more competitive, more international and generally more complex leading to greater demand for specialist business services.  In addition to this, the development of flexible working practices and out-sourcing has led to the externalisation of many business services as businesses ‘buy in’ financial, legal and personnel services that previously were provided within enterprises.  Part of the growth of manufacturing productivity in the recent past has been achieved by shedding internal business support services (where the scope for productivity gains was least) and gaining cost savings from the flexibility and competitive nature of externalised business services.  There is also likely to have been a cumulative element in business service growth as many of the activities within financial and business services are themselves significant purchasers of other business services.
	Technological change
29.	Much has been made in the past of the likely impact of technological change on office-based activities such as financial services.  However, predictions of developments such as the ‘paperless office’ have failed to materialise.  Nonetheless, new technology has had a significant if less dramatic impact on the sector.  Firstly there has been a relentless trend towards the automation of processes, of which the automated cash dispenser in banks is only a particularly visible example.  Automation, together with advanced information systems allowing employees to access company and customer records almost instantaneously, has allowed larger organisations to separate front line functions - such as customer services and sales - from the processing of business.  This is most evident in retail banking where bank branches contain far smaller numbers of cashiers and financial advisers alongside automated cash depositing and dispensing, while accounts are processed in centres that may handle the accounts of many different branches and can be located virtually anywhere.  Applications for banking services, such as personal loans, are processed on the spot by means of credit rating systems, with discretion by branch managers largely a thing of the past.
30.	The automation of processes and developments in information and communications technology has broken the link between the point of sale and the processing of business.  This is particularly so in retail insurance where direct selling by telephone is now commonplace (Carter, 1992).  The telephone selling of car insurance pioneered by Direct Line has been copied by most of the existing insurance companies and has led to the creation of many new ones.  It is now possible to buy virtually any financial service in this way including all types of insurance, personal financial services and personal banking.  In 1990, Barclays Bank opened its national telephone banking centre for the UK in Coventry.  In a similar development in 1997, First Direct Bank announced plans to build a 24-hour call centre for the UK, located in Scotland.  According to Income Data Services, over two thirds of call centres replace activities previously carried out by frontline staff in local branch offices.
31.	The telephone can hardly be described as new technology.  More radical change may be expected from the development of the Internet.  This serves the same function as the telephone (communication) but it removes the need for telephone operatives while at the same time offering greater detail of services.  Customers can interact with the Internet site and obtain information about services and make purchases directly from work or home.  Microsoft’s Open Financial Exchange protocol was published in 1997 and this system will allow PC users to connect to any bank.  For a detailed account of how financial institutions are strategically using the World Wide Web in their day to day operations, see Evans and Thygerson (1997).  Further development of Internet banking and direct selling of insurance can be expected to proceed at an increasing pace.
32.	The impact of these developments has been, and will continue to be, significant.  Direct selling and process automation has increased the demand for relatively unskilled clerical operatives (telesales persons, data entry operatives) while increasing the demand for professional and technical staff to maintain the expert systems.  In some activities, such as banking where there was an extensive retail branch office network, the impact may also be felt as a reduced demand for managers.  Such branches as remain on the High Street will be run by relatively low level staff with little discretion, acting in a supervisory fashion.  
	Increased competition and structural change
33.	The financial services sector has become increasingly competitive.  There are several reasons for this.  First, there have been major changes in the institutional structure of the industry.  The 1980s and early 1990s saw the deregulation of many parts of the sector.  This allowed existing companies to compete in new areas of business and also encouraged many new entrants.  For instance, retail banking has become increasingly competitive because of the entry of some supermarket chains (such as Sainsburys, Asda, and Tesco) into core banking and financial services.  The 1986 Building Society Act was particularly important as it allowed direct competition between building societies and banks (Boleat, 1992).  It also allowed for the introduction of many types of new products and services and new ways of selling (such as telesales, discussed above) while at the same time laying down new regulations for the selling of products.
34.	Deregulation has opened up the UK market to a greater degree of international competition, adding to the competitive pressures of the domestic market place.  The response to this increased competitive pressure has been, first, to become more market oriented and, second, to cut costs.  Developments such as the creation of a single European currency will add to international competition while various financial crises emanating from the Far East and Latin America have had short-term repercussions in terms of loss of business and precipitated an international restructuring of global financial organisations.
35.	Attempts to become more market oriented have taken a number of forms.  There has been a shift in culture towards ‘customer service’ which many financial service businesses see as their only way to gain a competitive advantage.  This has led to changes in business practice, increased training in this aspect of business and the increased employment of customer service and marketing staff.  Many organisations have attempted to open up new markets with developments such as direct selling or entry into market sectors where they have not previously operated.  A wave of conversions of building societies into banks in the mid-1990s can be seen as an example of this type of response.  During 1997 the Alliance and Leicester, the Halifax and the Northern Rock building societies all converted to bank status.
36.	Increased competition in the market for financial services has accelerated the introduction of new technology and new working practices.  In many parts of the sector there has been large scale reorganisation of the production process.  This has involved the widespread automation of processes and the concentration of non front-line activities in common locations serving several markets, facilitated by developments in communications and information technology.  The Royal Bank of Scotland recently centralised its mortgage administration at Greenock.  The new centre processes applications for new mortgages and administers existing business, both functions previously carried out at branch level.
37.	Increased competition has also spawned a series of mergers and acquisitions between organisations as they seek economies of scale, access to new markets or both.  Examples of this response are numerous and include Lloyds Bank acquiring the Cheltenham and Gloucester Building Society and the merger of the Lloyds and TSB banks.  In the latter case it has been reported that the merger would enable Lloyds to close up to 800 overlapping high street branches across the country over the period 1997-2001.  This might save Lloyds-TSB up to £300 million a year and would inevitably lead to the loss of a significant number of jobs.  Further mergers in the banking and insurance sectors appear inevitable.
	Implications for employment
38.	During the period 1981-1991, the output of business services as a whole grew by 68 per cent while employment increased by 45 per cent.  From 1991 to 1996, output increased by almost as much again, 64 per cent, but this time employment increased by only 9.5 per cent.  This would appear to provide prima facie evidence that the developments discussed above are beginning to impact upon employment in the sector.  Financial and business services have in the past been labour intensive activities.  The responses to increased competition described above - new products, new forms of selling, process reorganisation, merger and acquisition - are all likely to impact upon the number and type of jobs on offer in the sector.  Most of the developments are designed to raise productivity and reduce the number of employees required per unit of output with the overall impact on employment being determined by the outcome of the race between productivity growth and output growth.  The recent evidence suggests that the impact of such developments is most marked in banking and insurance where developments are tending to reduce overall employment levels.  This is not yet the case in other business services.
39.	The nature of the work in the banking and insurance and the skills required are also likely to change.  It seems probable that many traditional clerical jobs will decline in importance, with jobs at this level polarising between, on the one hand, routine process operators (such as keyboard data entry operators or telesales staff) and, on the other hand, customer service advisers and specialist sales staff.  This latter development is likely to be reinforced by the increasingly stringent regulation of financial services that require financial products to be sold only by appropriately trained and licensed persons.  While the link between the geographical location of the market and the location of employment will remain for front-line staff, there is now less necessity to locate other functions such as telesales or process operations adjacent to the customer.  The latter functions are increasingly being re-located to parts of the UK where advantage can be taken of regional differences in costs (in particular differences in wages and the supply of people willing to work in a flexible manner).
40.	Developments in the sector are also likely to impact upon other skills and one of the victims of this may be the office or branch manager.  Expert systems, direct selling, the concentration of process activities as well as the elimination of excess capacity following mergers are all likely to reduce the number of local managers required in the sector.  On the other hand, there will be increased need for more strategic management and senior administrative functions in increasingly complex organisations and rapidly changing market place.  There is also likely to be an increased demand for specialists with intermediate and professional skills, in order to design and maintain the information systems and the product innovation required in the new market conditions.
		Employment Prospects in Banking, Finance and Insurance
41.	The Institute for Employment Research at the University of Warwick have produced projections of output, productivity change and employment in the financial and business services sector (Wilson, 1999).  These projections suggest that real output in business services as a whole will continue grow strongly - by around 50 per cent over the decade from 1997 to 2006 - albeit at a slightly slower rate than during the 1980s and early 1990s.  Significant output growth is projected in all three sub-sectors but this is expected to result in significant employment growth only in other business services.  During the period 1997-2006 employment in other business services is projected to grow by almost a million (988 thousand) jobs but the number of jobs in insurance is expected to grow by only 19 thousand while employment in banking is expected to fall by almost 27 thousand.
	Changes in the composition of jobs
42.	The last recession had a differential impact on jobs of different status, suggesting that the pattern of net job change was rather different from that experienced a decade earlier.  The 1989-1992 recession appears to mark the beginning of a shift in the pattern of employment change in the sector.  This view is borne out by Figure 7 that describes the projected changes in employment for different status jobs in each of the three broad areas of and business services.




Source:  IER Estimates
43.	Figure 7 shows that the number of full-time jobs for both males and females in banking is expected to decline while employment change in insurance is modest when compared to other business services.  Part-time employment is expected to increase in all areas except amongst males working in insurance (albeit from a very small base and amounting to relatively few job losses).  The largest net increase in banking employment is projected to be an increase of over 30 thousand females in part-time jobs (largely, but not completely, offsetting a reduction of 40 thousand in the number of females in full-time jobs).  Any increase in other types of jobs in banking is expected to be very modest.  In the insurance industry, increases of around 13 thousand are projected for the number of males in full-time employment and a similar increase in the number of females in self-employment.  Virtually no change is expected in the number of part-time jobs in insurance with a very small increase in the number of females employed part-time being entirely offset by a decline in the number of male part-time workers.  Dominating projected employment change in the sector, substantial growth is projected for other business services.  Only a quarter of these jobs, around 140 thousand, are expected to be full-time jobs.  The remainder is mainly part-time employment (around 684 thousand jobs) and of these over 70 per cent are expected to employ females.
Occupational employment change and skill needs
44.	The broad pattern of employment change projected for the period 1997-2006 suggests that the early 1990s were something of a watershed in terms of employment in the sector, especially in regards to jobs in banking and insurance.  Developments in the latter industries have not only affecting the number of jobs available but also affect the types of jobs which employers are seeking to create and the skills required of their workforce.  The geographical location employment may also be changing.
45.	Figure 8 describes the pattern of employment change by occupation projected for the period 1997-2006.  The figure indicates that the main growth occupations in banking are expected to be other professional, other associate professional and personal service occupations.  Major reductions in the employment of clerical and secretarial occupations and, most significantly, managers are projected.  These changes need to be seen in the context of the current occupational structure of males in banking (in which over 30 per cent work as managers and a further 40 per cent work in clerical jobs) and current developments in the banking industry.  The pattern of occupational change suggests that employment will undergo a form of net ‘de-skilling’ as employment shifts from managerial to clerical jobs.  This decline in managerial opportunities in banking reflects the organisational and technological developments in the industry discussed earlier.  The projected decline in clerical and secretarial employment will be particularly significant for female employees, as around 85 per cent of females in banking currently work in clerical occupations.
46. 	A substantial increase is projected in the number of corporate managers and administrators working in insurance (but this will be partly offset by a reduction in the number of lower level managers).  Significant growth is also expected in the numbers employed in professional and associate professional jobs.  Sizeable growth in the number employed in clerical jobs is also projected.  As this accompanies a significant fall in the number employed in broking and sales representative occupations, this change probably reflects the shift to direct selling and the impact of telesales that is prevalent in the insurance industry.  These new forms of selling require keyboard skills and as this is an ability traditionally found amongst female employees, such employment trends can be expected to favour the employment of females.
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2.3  Teaching professionals	6.2  Personal service occupations
2.4  Other professionals	7.1  Buyers, brokers and sales reps
3.1  Science associate professionals	7.2  Other sales occupations
3.2  Health associate professionals	8.1  Industrial plant and machine ops
3.3  Other associate professionals	8.2  Drivers/mobile machinery ops
4.1  Clerical occupations	9.1  Other occupations in agriculture
4.2  Secretarial occupations	9.2  Other elementary occupations
		
		Recruitment and Skills Issues
47. 	The pattern of employment change described above has implications for recruitment in the financial services sector.  In areas where there has been, or where there is projected to be a rapid growth of employment, issues arise as to the ability of businesses to recruit an adequate number of people with the right skills.  This in turn raises issues relating to education and training.  In areas where employment is projected to decrease there are issues of how such change will be managed.  Where skills needs are changing, the adequacy and flexibility of the existing workforce may be the issues.  These issues are considered below.  However, before doing so it is necessary to consider the issue of replacement demand or the net requirements of employers after taking into account labour turnover.
	Replacement demand
48.	It has been a common misinterpretation of employment projections of the type described above to conclude that new job opportunities will be confined to areas of employment and occupations that are projected to grow.  Although net employment change is a guide to changes in labour requirements – and hence recruitment and training needs – a more complete account of changes in labour requirements must take account of turnover within the workforce.  Over any period of time, some employees will leave the labour force through ill heath, retirement or for other reasons.  Such exits reduce the workforce and employers will need to replace them just to maintain a constant level of employment.  Other employees change jobs and, in particular, change occupation.  When such occupational mobility results in a net reduction of the workforce, a replacement demand is again generated merely to maintain a constant number in the workforce.
49. 	The significance of exits from the workforce and occupational mobility is that these flows can offset or exacerbate any net changes in employment brought about by other factors.  In sectors or occupations where the number of jobs is declining, exits and mobility provide a mechanism by which job losses are accommodated (although whether it is sufficient is another matter).  There may even be a need to recruit additional workers where job losses are low and turnover is high.  In sectors or occupations where employment is expanding, turnover may add to the recruitment needs of employers.  Clearly, when it comes to evaluating recruitment needs it is necessary to account for both ‘expansion demand’ and ‘replacement demand’.  The net recruitment requirement for any type of employment can be defined as:
Net requirement  =  expansion demand + retirements + occupational mobility
50. 	A full account of replacement demand would also take account of net migration but this is not taken into consideration here.
51. 	Figure 9 presents estimates of the components of net requirements for selected occupations in banking and insurance as illustrations.  The projected decline in management jobs in both banking and insurance has already been commented upon.  In the case of banking, the outflow from the workforce (retirements) greatly exceeds the projected decline in the need for managers.  However, these exits from the workforce are largely offset by projected net inter-occupational mobility (entrance to management jobs from other occupations) with the consequence that a large net reduction in recruitment needs remains.  This situation can be contrasted with that for managers in insurance where the combination of retirements and occupational mobility are such as to convert a projected net increase in the overall number of managers into a significant reduction in the need to recruit people to this occupational group. 
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Figure 10:  Estimated recruitment in Banking, Insurance and Other Business Services,  1997-2006 by SOC sub-major group
Source:  IER estimates
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2.2  Health professionals	6.1  Protective service occupations
2.3  Teaching professionals	6.2  Personal service occupations
2.4  Other professionals	7.1  Buyers, brokers and sales reps
3.1  Science associate professionals	7.2  Other sales occupations
3.2  Health associate professionals	8.1  Industrial plant and machine ops
3.3  Other associate professionals	8.2  Drivers/mobile machinery ops
4.1  Clerical occupations	9.1  Other occupations in agriculture
4.2  Secretarial occupations	9.2  Other elementary occupations
53.	In Banking, three occupations stand out in terms of the estimated magnitudes of change.  These are: managers and administrators in which the number required is projected to decline by over 30 thousand; clerical occupations in which recruitment need will reach almost 300 thousand; other sales occupations which, although not expected to decline in terms of total employment, will see recruitment fall by almost 18 thousand under the pressure of net inward occupational mobility.  The latter reflects a combination of processes including upward mobility from clerical occupations and redeployments in the face of the changing business and employment practices found in banking.
54. 	In the insurance industry, three occupations are likely to dominate future recruitment.  These are clerical occupations (an increase of over 60 thousand), secretarial (an increase of 12 thousand) and buyers, brokers and sales representatives (an increase of almost 50 thousand).  Although not as great as the three previous occupations, increased recruitment is expected of other professionals and science associate professionals but there is expected to be a fall in the number of managers recruited.
55.	The most striking feature of estimated recruitment in other business services is the sheer scale of recruitment across the whole occupational spectrum.  Major recruitment is likely in management (almost 300 thousand), science professionals (over 200 thousand), other professionals (200 thousand) and other associate professionals (280 thousand) together with substantial recruitment to clerical and secretarial jobs (330 thousand and 390 thousand, respectively).  While much of the likely recruitment in this area is of intermediate or higher skills, the growth of personal service occupations (by 245 thousand) offers some scope for lower level skills as such jobs are predominantly semi-skilled or even relatively unskilled.
Qualifications
56.	The pattern of future recruitment needs of business, insurance and other business services set out above is likely to require a substantial recruitment to intermediate and high skilled employment.  While there is no simple relationship between skills and qualifications, the association is close in occupations at the higher level, such as professionals, and at the intermediate level in associate professional occupations.  Historical information from the Labour Force Survey can provide an indication of the levels and types of qualifications associated with occupations in any given industrial sector.  Such indication is, however, only an indication of the qualifications likely to be required of new recruits since such historical data refers to the stock of qualifications rather the qualifications required of new entrants to the occupation.  Future recruits to a given job may, for instance, be required to hold a degree when in the past this was not the case.  Nonetheless, with this caveat in mind, it is possible to map the projected change in employment by occupation into projections of future requirements for qualifications.  Such a mapping is, however, no more than indicative.
57.	Figure 11 sets out the estimated pattern of demand for qualifications for banking, insurance and other business services.  The demand for qualifications is summarised in terms of equivalence to levels of National Vocational Qualifications (NVQ).  The requirements are totals across all occupations and will thus reflect the occupational mix of each industry as well as the patterns within occupations.  Figure 11 suggests that the demand for qualifications in banking will be mainly at the intermediate and lower levels.  This reflects the projected fall in recruitment of managers and professionals and associate professionals (it does not imply that there will be any lessening of the requirement to hold higher or intermediate qualifications within these occupational groups).  The incremental need for lower level and intermediate qualifications reflects the expected growth in clerical jobs (often associated with developments such as telesales).
58.	Significant incremental demand for graduates and equivalent is expected in insurance, reflecting the somewhat better recruitment prospects for managers and professionals.  However, the largest area of demand is, as in banking, at the lower level.  In other business services, the incremental demand for graduates and their equivalent is likely to be high, largely as the result of the substantial need to recruit managers, professionals and associate professionals.  Nonetheless, despite this and because the recruitment to clerical and secretarial jobs in other business services is also expected to be substantial, the greatest demand for qualifications in this sub-sector is also at the lower level.
59.	The key point to emerge from this analysis, indicative as it may be, is that the greatest area of future need for qualifications in the financial and business services sector is likely to be for lower level qualifications and at the intermediate level.  Despite the image of banking and insurance as highly skilled activities, developments in the market for financial and business services and the resulting pattern of employment change are tending to place a greater requirement on lower level and intermediate skilled jobs.  Only in other business services is there likely to be a significant additional demand for high level qualifications.









Source:  IER estimates
Skill shortages and skills gaps
60.	Most industries experience some recruitment difficulties and skill shortages at one time or another.  Measures of skill shortage display a highly cyclical pattern with ndicators of skill shortages waxing and waning with variations in the level of macroeconomic activity.  However, sectors such as business services that have exhibited a strong trend of employment growth might be expected to display more acute and long standing problems of recruitment and skill shortages if the labour market is unable to adjust sufficiently quickly to meet recruitment requirements.  Since further employment change on a significant scale is likely, it is important to examine the extent to which the financial and business services sector have been able to adjust, in terms of their ability to both manage change and secure the skills required.
61.	There is mixed evidence regarding the ability of the financial services sector to secure the workforce it requires.  Evidence from Skills Needs in Britain surveys suggests that in 1992 just 7 per cent of employers in financial services reported having current ‘hard to fill’ vacancies.  This figure rose steadily during the 1990 and reached 24 per cent in 1997 and 25 per cent in 1998 (IFF, 1999; DfEE, 1999).  However, variations in reported skill shortages based on reports of ‘hard to fill’ vacancies display a large cyclical element and must be treated with caution.  It is worth noting that the proportion of financial service employers reporting difficulties in recruitment fell from 20 per cent in 1990 to 7 per cent in 1992, reflecting the impact of the last recession on this sector.
62.	A somewhat different view of the financial service sector emerges from a large survey of employers in London conducted in 1998 (London TEC Council, 1999).  This survey found that only 12 per cent of banking establishments and just 7 per cent of insurance establishments had experienced any difficulty in recruiting.  Moreover, only 8 per cent had difficulty in filling vacancies.  Amongst those establishments experiencing recruitment difficulties, the most frequently cited reason for such difficulties was that applicants lacked relevant experience (32 per cent) or lacked the necessary skills (22 per cent).  Another survey of employers based in London found no indication of large-scale acute difficulties in recruiting staff to business services firms.  While 10 per cent experienced some difficulty in recruiting professional staff, an equal proportion experienced difficulty in recruiting relatively unskilled manual staff (Focus Central London, 1997).  
63.	Developments in the financial services sector have created a greater demand for staff with communications and information technology (CIT) skills (as have developments in other industries).  A study of CIT skills needs and training provision in central London in 1998 found that recruitment of CIT specialist staff was not generally regarded as a problem by businesses operating in financial services (Total Research, 1998).  This is an important finding since London is the hub of the UK financial sector and it is within this region that competition for skilled staff in most acute (not just in financial services but in all professional and associate professional occupations).  However, the study suggests that many businesses experienced a deficiency in the competencies of the CIT staff that they had recruited.
64.	This experience of financial services businesses in respect of CIT skills highlights the fact that an inability to recruit is only one manifestation of a shortage of skills.  The existing workforce may lack the skills necessary to undertake new tasks or may inhibit new business developments.  Such a lack of skills is often referred to as a skills gap.  As earlier sections have shown, the composition of employment in financial services is shifting towards those occupations requiring intermediate skills, especially in clerical, associate professional and professional jobs.  If skills gaps or deficiencies in these occupations were to exist this might be a constraint on future business and employment growth.
65.	In general, employers in the UK report that the skills needed by an average employee are increasing (IFF, 1999).  This is as true of the financial services sector as it is of the economy as a whole.  The key question is whether this sector has experienced a demand for skills that is greater than the average and the extent to which skill needs have been met.  In fact, when asked whether they faced a significant skills gap, over 90 per cent of financial service employers in the 1998 London Employers Survey reported that they did not face a significant skills gap (London TEC Council, 1999).  Strikingly, of the 9 per cent reporting skills gaps, the only skill deficiencies identified were literacy and writing ability (an essential skill but hardly a high level or industry specific skill).
66.	On balance, the evidence suggests that insofar as employers in financial services face increased need for skills, the problems and deficiencies are similar to those manifest across the economy: deficiencies in CIT skills and in generic skills concerned with flexible working, communications and so forth.  Moreover, it is important to recall that the projections of demand for skills and qualifications in the sector suggest that the greatest demand will be for lower level and intermediate skills rather than the high level skills that are, perhaps, most frequently highlighted.  This, in turn, focuses attention on the capacity of the industry to provide this type of training in the volumes required.  Previous research (Hogarth et al, 1996; Hogarth et al, 1998) has suggested that the sector has a good record in this respect but may have difficulty in providing the volume of training required, especially in view of the changing nature of employment contracts and the increasing use of agency workers.
	    Conclusions
67.	The financial services sector can be described as a sector in the throes of major change and restructuring.  The 1990s have seen an intensification of pressures for change and the result is an experience that has been quite unlike that of earlier decades.  Such change is expected to continue unabated into the new millennium.  The key messages to emerge from this sector study are as follows:
*	The financial services sector has been a major source of output and employment growth in the post-war UK economy and has underpinned the growth of the UK service sector.
*	The 1990s saw a break in the historical relationship between output and employment in the sector.  During the mid-1990s, output and employment trends diverged sharply with output continuing to grow while employment in banking and insurance fell (sharply in the case of the insurance industry).
*	While strong employment growth has resumed across the business services sector as a whole, future employment growth in financial services is likely to be modest by comparison with their experience in the past.  Employment in banking is expected to fall.
*	The factors driving employment change are recent developments in the markets for financial services – such as deregulation in the 1980s and increased global and domestic competition – and the responses of financial organisations to such developments, in terms of new working practices, the development of new products and services, the adoption of new technology and together with industrial organisation and restructuring.
*	The changing nature of the financial services market and the businesses operating in it has restructured the demand for skills and altered patterns of employment within the sector.  Employment in clerical occupations has increase sharply as the result of developments such as telesales and the automation of administrative and this has been accompanied by increased employment of professionals and associate professionals whose role is to support the administrative systems.  Such developments have tended to be at the expense of traditional sales occupations and, increasingly, management jobs.
*	A greater emphasis is being placed on intermediate skills in areas relating to information processing and management, customer service and the acquisition of relevant licenses and qualifications to trade in regulated financial products.
*	After accounting for exits from the workforce and occupational mobility, the areas of greatest recruitment activity across the whole sector over the next decade are likely to be in clerical and secretarial employment.  In both banking and insurance, any expansion of managerial and professional employment can largely be met from inter-occupational mobility.  
*	Mapping projected recruitment needs into the incremental demand for qualifications suggests that the greatest area of expansion required in the future will be at the lower and intermediate levels of qualifications.
*	There is little evidence of any significant skill shortages at present in financial services, nor is there much evidence of sector specific skill gaps.  While it would appear that the skill requirements of the average employee are increasing, this is almost universally true of employment across the UK labour market.  There are reports of shortcomings amongst the workforce in regard to generic skills, such as communications, and in specific skills, such as computing and information technology, such deficiencies are not unique to the financial services sector.
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Annex 1   Recruitment Requirements:   Banking and Insurance
Replacement demand table - Banking 1997-2006
Occupations	Expansion demand	Retirement	Occupational mobility	Total loss 	Recruitment requirement
					
Corporate managers & administrators	-272	16,040	-46,508	-30,468	-30,740
Managers/proprietors in Agriculture & services	-10,883	14,049	-577	13,472	2,589




Science and engineering associate professionals	-765	1,716	-4,045	-2,329	-3,094
Health associate professionals	46	83	-3508	-3,425	-3379








Buyers brokers & sales representatives	-1,125	4,304	-2,880	1424	299
Other sales occupations	-31	3,141	-20,638	-17,496	-17,527
Industrial plant & machine operators	-79	1,957	-11,343	-9,386	-9,465
Drivers & mobile machine operators	-612	1,954	-4,618	-2,664	-3,276







Replacement demand table - Insurance 1997-2006
Occupations	Expansion demand	Retirement	Occupational mobility	Total loss	Recruitment requirement 
					
					
Corporate managers & administrators       	7283	9341	-21504	-12163	-4880
Managers/proprietors in Agriculture & services          	-971	3552	-2644	908	-63
Science and engineering professionals     	784	645	-2170	-1525	-741
Health professionals        	28	17	-872	-854	-826
Teaching professionals      	343	189	-1886	-1697	-1354
Other professional occupations            	4501	2944	-1013	1931	6432
Science and engineering associate professionals         	869	1839	1044	2884	3753
Health associate professionals            	27	34	-1040	-1007	-980
Other associate professional occupations  	3702	3196	-4095	-900	2802
Clerical occupations        	3169	31912	27735	59647	62816
Secretarial occupations     	-1959	11040	2769	13809	11850
Skilled construction trades 	55	103	-635	-532	-477
Skilled engineering trades  	71	225	-2882	-2657	-2586
Other skilled trades        	62	494	-2894	-2400	-2338
Protective service occupations            	428	272	-1883	-1611	-1183
Personal service occupations              	2418	2727	-3893	-1166	1252
Buyers brokers & sales representatives    	-3469	19533	33100	52633	49164
Other sales occupations     	443	1579	-5727	-4149	-3706
Industrial plant & machine operators      	307	412	-5227	-4816	-4509
Drivers & mobile machine operators        	207	361	-2353	-1992	-1785
Other occupations in agriculture etc.     	0	0	-289	-289	-289





ANNEX 2   Demand for Qualifications
Banking  1997 - 2006
 Incremental Demand by Level of Qualification for Banking
	NVQ 4/5	NVQ 3	NVQ 1/2	None	Total recruitment
					
Corporate managers & administrators       	-10993	-8779	-8515	-2453	-30740
Managers/proprietors in Agriculture & services          	340	779	915	554	2589
Science and engineering professionals	-2107	-601	-217	-64	-2988
Health professionals        	-390	-19	-28	-4	-440
Teaching professionals      	-2540	-796	-152	-27	-3514
Other professional occupations            	-2257	-480	-420	-59	-3216
Science and engineering associate professionals         	-1508	-967	-542	-77	-3094
Health associate professionals            	-664	-2360	-297	-59	-3379
Other associate professional occupations  	-4619	-3324	-3494	-734	-12170
Clerical occupations        	34278	69509	149421	44829	298067
Secretarial occupations     	2537	6222	19383	3816	31958
Skilled construction trades 	-50	-893	-355	-407	-1704
Skilled engineering trades  	-520	-3092	-994	-520	-5125
Other skilled trades        	-278	-4347	-2294	-2070	-8990
Protective service occupations            	-125	-427	-499	-203	-1254
Personal service occupations              	243	1416	2483	1350	5493
Buyers brokers & sales representatives    	65	95	109	31	299
Other sales occupations     	-748	-3290	-8832	-4657	-17527
Industrial plant & machine operators      	-301	-2097	-3534	-3532	-9465
Drivers & mobile machine operators        	-75	-721	-1797	-683	-3276
Other occupations in agriculture etc.     	-22	-192	-340	-327	-881





Insurance  1997 - 2006
Incremental Demand by Level of Qualification for Insurance 
	NVQ 4/5	NVQ 3	NVQ 1/2	None	Total recruitment
					
Corporate managers & administrators       	-1745	-1394	-1352	-389	-4880
Managers/proprietors in Agriculture & services          	-8	-19	-22	-14	-63
Science and engineering professionals     	-523	-149	-54	-16	-741
Health professionals        	-731	-36	-53	-7	-826
Teaching professionals      	-978	-307	-58	-10	-1354
Other professional occupations            	4514	960	841	117	6432
Science and engineering associate professionals         	1829	1173	657	94	3753
Health associate professionals            	-192	-684	-86	-17	-980
Other associate professional occupations  	1064	765	805	169	2802
Clerical occupations        	7224	14649	31490	9448	62816
Secretarial occupations     	941	2307	7187	1415	11850
Skilled construction trades 	-14	-250	-99	-114	-477
Skilled engineering trades  	-262	-1560	-502	-262	-2586
Other skilled trades        	-72	-1131	-597	-538	-2338
Protective service occupations            	-118	-403	-470	-192	-1183
Personal service occupations              	55	323	566	308	1252
Buyers brokers & sales representatives    	10610	15649	17832	5074	49164
Other sales occupations     	-158	-696	-1867	-985	-3706
Industrial plant & machine operators      	-143	-999	-1684	-1683	-4509
Drivers & mobile machine operators        	-41	-393	-979	-372	-1785
Other occupations in agriculture etc.     	-7	-63	-112	-107	-289
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